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AFFIRMATION

I, Julie Corrow, affirm that, to the best of my knowledge and belief the accompanying financial
statements and supplemental schedules pertaining to Planco Financial Services, LLC (the
“Company”), for the year ended September 30, 2007, are true and correct. [ further affirm that
neither the company nor any partner, proprictor, principal officer, member or director has any
proprietary interest in any account classified solely as that of a customer.
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Subscribed and Sworn to before me
on this Qﬂ day of November 2007
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- Deloitte.

Deloitte & Touche LLP

1700 Market Street
Philadelphia, PA 19103-3984
USA

Tel: +1 215 246 2300
Fax: +1 215 569 2441
www.deloitte.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Managers and Member of
Planco Financial Services, LLC

We have audited the following financial statements of Planco Financial Services, LLC (the
"Company") (a wholly-owned subsidiary of Hartford Life, Inc.) for the year ended September
30, 2007, that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934:

S A N .

Page
Statement of Financial Condition 2
Statement of Operations 3
l Statement of Cash Flows 4
I Statement of Changes in Member’s Equity 5

These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain '
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

. 4
R

”

In our opinion, such financial statements present fairly, in all material respects, the financial
position of Planco Financial Services, LLC at September 30, 2007, and the results of their
operations and their cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

Member of
Deloitte Touche Tohmatsu



Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The following supplemental schedules of Planco Financial
Services, LLC as of September 30, 2007, are presented for the purpose of additional analysis
and are not a required part of the basic financial statements, but are supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934:

Page
Computation of Net Capital for Brokers and Dealers 12
Pursuant to Rule 15¢3-1 under the Securities Exchange Act of 1934
Computation for Determination of Reserve Requirements 13
Pursuant to Rule 15¢3-3 under the Securities Exchange
Act of 1934

These schedules are the responsibility of the Company's management. Such schedules have
been subjected to the auditing procedures applied in our audit of the basic financial statements
and, in our opinion, are fairly stated in all material respects when considered in relation to the
basic financial statements taken as a whole.

DM;C/M Lbﬂ‘

November 27, 2007




PLANCO FINANCIAL SERVICES, LLC

(A WHOLLY-OWNED SUBSIDIARY OF HARTFORD LIFE, INC.)

STATEMENT OF FINANCIAL CONDITION
FOR THE YEAR ENDED SEPTEMBER 30, 2007

ASSETS

Cash and cash equivalents

Cash segregated under federal or other regulations
Accounts receivable

Wholesalers advances

Prepaid expenses

Interest receivable

TOTAL ASSETS

LIABILITIES AND MEMBER'S EQUITY
LIABILITIES

Accounts payable

Taxes payable

Payable to affiliate

TOTAL LIABILITIES

MEMBER'S EQUITY

Mém ber's Equity
Retained earnings

Total Member's Equity

TOTAL LIABILITIES AND MEMBER'S EQUITY

See notes to financial statements.

36,260,547
46,201
26,478

4,370
275,202
125,111

36,737,908

13,054,041
307,041
13,376,827

26,737,909

10,000,000

10,000,000

36,737,909




PLANCO FINANCIAL‘SERVICES, LLC
(A WHOLLY-OWNED SUBSIDIARY OF HARTFORD LIFE, INC.)

STATEMENT OF OPERATIONS

FOR THE YEAR ENDED SEPTEMBER 30, 2007

REVENUES:
Marketing service fee
Interest income

Total revenues

EXPENSES:
Administrative and operating expenses
Wholesaler overrides
Other broker commissions
Regulatory fees
Other
Total expenses
INCOME BEFORE INCOME TAXES
INCOME TAXES

NET INCOME

See notes to financial statements.

$ 205,097,093
1,385,474

206,492 567

122,211,161
74,475,861
7,805,283
357,773
13,544

204,863,622

1,628,945

(1,628,945)

$ -




PLANCO FINANCIAL SERVICES, LLC

(A WHOLLY-OWNED SUBSIDIARY OF HARTFORD LIFE, INC.)

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED SEPTEMBER 30, 2007

CASH FLOWS PROVIDED BY (USED IN) OPERATING ACTIVITIES

Net Income

Adjustment to reconcile net income to net cash provided by operating activities:

{Increase) decrease in operating assets:
Cash segregated under federal or other regulations
Deferred federal tax

Federal Income taxes receivable

Wholesaler advances

Prepaid expenses

Accounts receivable

interest Receivable

Increase (decrease) in operating liabilities:
Accounts payable

Income taxes payable

Payable to affiliate

Net cash provided by operating activities
NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

See notes to financial statements.

2,325
2,311,325
285,756
14,630
(111,702)
(26,478)
(27,1786)

1,612,780
304,280
1,072 951

5,438,701

5,438,701

30,821,846

$ 36,260,547




PLANCO FINANCIAL SERVICES, LLC
(A WHOLLY-OWNED SUBSIDIARY OF HARTFORD LIFE, INC.)

STATEMENT OF CHANGES IN MEMBER'S EQUITY
FOR THE YEAR ENDED SEPTEMBER 30, 2007

Total
Member's Retained member's
equity earnings equity
Balance, October 1, 2006 $ 10,000,000 3 - $ 10,000,000
Net Income - -
Balance, September 30, 2007 $ 10,000,000 $ - $ 10,000,000

See notes to financial statements.



PLANCO FINANCIAL SERVICES, LLC
(A WHOLLY-OWNED SUBSIDIARY OF HARTFORD LIFE, INC.)

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED SEPTEMBER 30, 2007

1. ORGANIZATION AND DESCRIPTION OF THE BUSINESS

Planco Financial Services, LLC (the “Company”) is a wholly-owned subsidiary of Hartford Life and
Accident Insurance Company, a subsidiary of Hartford Life, Inc. (the “Parent™) and the Hartford
Financial Services Group, Inc. (“The Hartford™), a publicly traded company. The Company is a
registered broker-dealer engaged exclusively in the sale of various annuity and life insurance products,
the distribution of shares of registered open-end investment management companies, and the distribution
of IRC Section 529 plans for the Parent. The Company has an affiliate, Planco LLC (the “affiliate™) that
provides administrative and support services, The Company is a single member, Delaware, limited
liability company.

2, SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation — The financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America, which requires management to make estimates and
assumptions that affect the financial statements and related disclosures. Management believes that the
estimates utilized in the preparation of the financial statements are reasonable and prudent. Actual
results could differ materially from these estimates.

Marketing Service Fees — Marketing service fees in connection with marketing, educational and
administrative services provided in the distribution of the Parent’s products are recorded as earned.

Administrative and Opemting Expenses — Administrative, support, and other expenses relate 10
services in facilitating the operations of the Company, including those provided by affiliated companies.

Wholesaler Overrides — Wholesalers overrides represent commissions paid to affiliated wholesalers that
participate in the marketing and distribution of the Parent’s products.

Cash and Cash Equivalents - The Company considers all money market instruments and highly liquid

debt instruments purchased with an original maturity of three months or less to be cash equivalents. At
September 30, 2007, cash equivalents include investments in money market funds totaling $36,259,545.
Total cash and cash equivalents at September 30, 2007, are $36,260,547.

Cash Segregated under Federal or Other Regulations — Cash segregated under federal or other
regulations represent cash held in the Company’s Medical Group Insurance Service flexible spending
account for its employees.

Stock-Based Compensation — The Company’s employees are included in The Hartford 2005 Incentive
Stock Plan (the “2005 Plan™) and The Hartford Employee Stock Purchase Plan. The Company accounts
for stock-based compensation under Statement of Financial Accounting Standards No. 123 (revised
2004), “Share-Based Payment” (“SFAS 123(R)”), which replaced SFAS No. 123, “Accounting for
Stock-Based Compensation” (“SFAS 123”) and superseded Accounting Practice Bulletin (*APB™)




Opinion No. 25, “Accounting for Stocks Issued to Employees”. SFAS 123(R) requires companies to
recognize compensation costs for share-based payments to employees based on the grant-date fair value
of the award.

Fair Value of Financial Instruments — Financial instruments, which include cash and cash equivalents,
receivables and payables, approximate their fair values because of the short maturities of these assets.

New Accounting Pronouncements — In September 2005, the American Institute of Certified Public
Accountants (“AICPA™) issued Statement of Position 05-1, “Accounting by Insurance Enterprises for
Deferred Acquisition Costs (“DAC™) in Connection with Medifications or Exchanges of Insurance
Contracts”, (“SOP 05-17). SOP 05-1 provides guidance on accounting by insurance enterprises for DAC
on internal replacements of insurance and investment contracts. An internal replacement is a
modification in product benefits, features, rights or coverages that occurs by the exchange of a contract
for a new contract, or by amendment, endorsement, or rider to a contract, or by the election of a feature
or coverage within a contract. The Parent adopted SOP 05-1 on January 1, 2007. The adoption had no
effect on the Company’s financial condition, results of operations, or cash flows.

In February 2006, the Financial Accounting Standards Board (“FASB issued SFAS No. 155,
“Accounting for Certain Hybrid Financial Instruments—an amendment of FASB Statements No. 133
and 140” (“SFAS 1557)). This statement amends SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities” (“SFAS 133”), and SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities” and resolves issues addressed in SFAS
133 Implementation Issue No. D1, “Application of Statement 133 to Beneficial Interest in Securitized
Financial Assets”. SFAS 155 permits fair value remeasurement for any hybrid financial instrument
(asset or liability) that contains an embedded derivative that otherwise would require bifurcation. The
standard also requires presentation within the financial statements that identifies those hybrid financial
instruments for which the fair value election has been applied and information on the income statement
impact of the changes in fair value of those instruments. The Parent began applying SFAS 155
beginning January 1, 2007. The adoption had no effect on the Company’s financial condition, results of
operations, or cash flows.

The FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation
of FASB Statement No. 109 (“FIN 48™), dated June 2006. The interpretation requires public
companies to recognize the tax benefits of uncertain tax positions only where the position is “more
likely than not” to be sustained assuming examination by tax authorities. The Parent adopted FIN 48 on
January 1, 2007. The adoption had no effect on the Company’s financial condition, results of
operations, or cash flows,

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of
FASB Statements No. 87, 88, 106 and 132(R)” (“SFAS 158”). This statement requires an entity to: (a)
recognize an asset for the funded status, measured as the difference between the fair value of plan assets
and the benefit obligation, of defined benefit postretirement plans that are overfunded and a liabitity for
plans that are underfunded, measured as of the employer’s fiscal year end; and (b) recognize changes in
the funded status of defined benefit postretirement plans, other than for the net periodic benefit cost
included in net income, in accumulated other comprehensive income. The Parent adopted SFAS 158 on
December 31, 2006. The adoption had no effect on the Company’s financial condition, results of
operations, or cash flows.




Future Accounting Pronouncements In September 2006, the FASB issued SFAS No. 157, “Fair
Value Measurements” (“SFAS 157”). This statement defines fair value, establishes a framework for
measuring fair value under accounting principles generally accepted in the United States, and enhances
disclosures about fair value measurements. The definition focuses on the price that would be received to
sell the asset or paid to transfer the liability (an exit price), not the price that would be paid to acquire
the asset or received to assume the liability (an entry price). SFAS 157 provides guidance on how to
measure fair value when required under existing accounting standards and is effective for fiscal years
beginning after November 15, 2007. The Parent expects to adopt SFAS 157 on January 1, 2008. The
adoption is not expected to have an effect on the Company’s financial condition, results of operations, or
cash flow.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities, Including an amendment of FASB Statement No. 115”7 (“SFAS 159”). The
objective of SFAS 159 is to improve financial reporting by providing entities with the opportunity to
mitigate volatility in reported net income caused by measuring related assets and liabilities differently.
This statement permits entities to choose, at specified election dates, to measure eligible items at fair
value (i.e., the fair value option). SFAS 159 is effective for fiscal years beginning after November 15,
2007. The Parent expects to adopt SFAS 159 on January 1, 2008. The adoption is not expected to have
an effect on the Company’s financial condition, results of operations, or cash flows.

In April 2007, the FASB issued FASB Siaff Position No. FIN 39-1, “Amendment of FASB
Interpretation No. 39" (“FSP FIN 39-1"). FSP FIN 39-1 amends FIN 39, “Offsetting of Amounts
Related to Certain Contacts”, by permitting a reporting entity to offset fair value amounts recognized for
the right to reclaim cash collateral (a receivable) or the obligation to return cash collateral (a payable)
against fair value amounts recognized for derivative instruments executed with the same counterparty
under the same master netting arrangement that have been offset in the statement of financial position in
accordance with FIN 39. FSP FIN 39-1 also amends FIN 39 by modifying certain terms. FSP FIN 39-1
is effective for reporting periods beginning after November 15, 2007, with early application permitted.
The Parent expects to early adopt FSP FIN 39-1 on December 31, 2007. The adoption is not expected to
have an effect on the Company’s financial condition, results of operations, or cash flows.

in June 2007, the AICPA issued Statement of Position 07-1, “Clarification of the Scope of the Audit and
Accounting Guide /nvestment Companies and Accounting by Parent Companies and Equity Method
Investors for Investments in Investment Companies” (“SOP 07-17). SOP 07-1 provides guidance for
determining whether an entity is within the scope of the AICPA Audit and Accounting Guide /nvestment
Companies (“the Guide™). SOP 07-1 has been deferred with no effective date.

STOCK BASED COMPENSATION PLANS

The Company’s employees are included in The Hartford 2005 Incentive Stock Plan and The Hartford
Employee Stock Purchase Plan.

The Hartford has two primary stock-based compensation plans which are described below. Shares
issued in satisfaction of stock-based compensation may be made available from authorized but unissued
shares, shares held by The Hartford in treasury or from shares purchased in the open market. The
Hartford typically issues new shares in satisfaction of stock-based compensation. Planco was allocated
compensation expense of $3,702,000 for the year ended September 30, 2007. Planco’s income tax
benefit recognized for stock-based compensation plans was $1,296,000 for the year ended September 30,
2007. Planco did not capitalize any cost of stock-based compensation.




Stock Plan

In 2005, the shareholders of The Hartford approved The Hartford 2005 Incentive Stock Plan (the “2005
Stock Plan™), which superseded and replaced The Hartford Incentive Stock Plan and The Hartford
Restricted Stock Plan for Non-employee Directors. The terms of the 2005 Stock Plan are substantially
similar to the terms of these superseded plans. The 2005 Stock Plan provides for awards to be granted in
the form of non-qualified or incentive stock options qualifying under Section 422 of the Internal
Revenue Code, stock appreciation rights, restricted stock units, restricted stock, performance shares, or
any combination of the foregoing.

The fair values of awards granted under the 2005 Stock Plan are measured as of the grant date and
expensed ratably over the awards’ vesting period, generally three years. All awards provide for
accelerated vesting upon a change in control of The Harford as defined in the 2005 Stock Plan.

Stock Option Awards

Under the 2005 Stock Plan, all options granted have an exercise price equal to the market price of The
Hartford’s common stock on the date of grant, and an option’s maximum term is ten years. Certain
options become exercisable over a three year period commencing one year from the date of grant, while
certain other options become exercisable upon the attainment of specified market price appreciation of
The Hartford’s common shares. For any year, no individual employee may receive an award of options
for more than 1,000,000 shares. As of September 30, 2007, The Hartford had not issued any incentive
stock options under any plans. The Company recognized compensation expense of $267,000 in the year
ended September 30, 2007, related to stock option awards.

The Hartford uses a hybrid lattice/Monte-Carlo based option valuation model (the “valuation model”)
that incorporates the possibility of early exercise of options into the valuation. The valuation model also
incorporates The Hartford’s historical termination and exercise experience to determine the option value.
For these reasons, The Hartford believes the valuation model provides a fair value that is more
representative of actual experience than the value calculated under the Black-Scholes model.

Share Awards

Share awards are valued equal to the market price of The Hartford’s common stock on the date of grant,
less a discount for those awards that do not provide for dividends during the vesting period. Planco’s
share awards granted under the 2005 Stock Plan and outstanding include restricted stock units and
restricted stock. Generally, restricted stock units vest after three years and restricted stock vests in three
to five years. The maximum award of restricted stock units and restricted stock for any individual
employee in any year is 200,000 shares or units. The Company recognized $2,700,000 as compensation
expense in the year ended September 30, 2007.

Emplovyee Stock Purchase Plan

In 1996, The Hartford established The Hartford Employee Stock Purchase Plan (“ESPP”). Under this
plan, eligible employees of the Parent may purchase common stock of The Hartford at a 15% discount
from the lower of the clesing market price at the beginning or end of the quarterly offering period.




Employees purchase a variable number of shares of stock through payroll deductions elected as of the
beginning of the quarter. The fair value is estimated based on the 15% discount off of the beginning
stock price plus the value of three-month European call and put options on shares of stock at the
beginning stock price calculated using the Black-Scholes model. The expense related to ESPP as of
September 30, 2007, was $735,000.

RELATED PARTY TRANSACTIONS

The Company’s principal source of revenue is its marketing services agreement with its Parent. The
Company acts as a wholesaler of its Parent’s products and assists in providing marketing, educational,
and administrative services. In consideration of the services performed, the Company receives
marketing service fees related to certain expenses incurred in providing those services. For the year
ended September 30, 2007, the marketing service fees paid by the Parent were $205,097,093. As of
September 30, 2007, the payable to the Parent was $13,376,827 and is included in the Statement of
Financial Condition. The Accounts receivable balance on the Statement of Financial Condition
exciudes an intercompany reccivable in the amount of $152,922 at September 30, 2007. It is netted with
the Payable to affiliate on the Statement of Financial Condition.

The Company pays a monthly service fee its affiliate for providing administrative and support services.
For the year ended September 30, 2007, expenses recorded in connection with those services amounted
to $80,250,176, and is included in Administrative and operating expenses on the Statement of
Operations.

During the year ending September 30, 2007, the Parent made payments on behalf of both the Company
and Planco LLC, an affiliate, for administrative and operating expenses. Such expenses were recorded
on the books of the Company. Payments related to those expenses amounted to $6,014,635 and is
included in Administrative and operating expenses on the Statement of Operations.

Certain officers of the Company serve also as officers of Planco, LLC.

INCOME TAXES

The Company is included in the consolidated federal income tax return filed by the Parent. Federal,
state and local income taxes have been calculated on a separate entity basis. The amount of taxes to be
paid by the Company is determined as if the Company were to file a separate federal, state, and local
income tax return. For the year ended September 30, 2007, the difference between the federal income
tax provision at the statutory rate and the provision recorded is substantially due to the undeductible
portion of meals and entertainment expenses. The deferred tax asset was fully utilized during the current
fiscal year; therefore, the balance at September 30, 2007 was $0.

In accordance with the terms of the tax allocation agreement with the Parent, all current and deferred taxes
are offset with all other intercompany balances with the Parent.

INDEMNIFICATIONS

The Company has entered into several contracts that contain routine indemnification clauses. The
Company’s maximum exposure under these arrangements is unknown, as this would involve future
claims that may be made against the Company that may have not yet occurred. However, based on
experience, the Company expects the risk of loss to be remote.

10



NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital Rule (the
“Rule”), which requires the maintenance of minimum net capital. The Company has elected to use the
alternative method permitted by the Rule, which requires that the Company maintain minimum net
capital equal to the greater of $250,000 or 2% of aggregate debit items, as defined. At September 30,
2007, the Company had net capital of $8,769,636 which was $8,519,636 in excess of its required net
capital of $250,000.

* ok ok ok k&
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Schedule (g)

PLANCO FINANCIAL SERVICES, LLC
(A WHOLLY-OWNED SUBSIDIARY OF HARTFORD LIFE, INC.)

COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS
PERSUANT TO RULE 15¢3-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934
FOR THE YEAR ENDED SEPTEMBER 30, 2007

TOTAL MEMBER'S EQUITY $ 10,000,000

Less nonallowable assets included in the following statement of financial
conditions captions: :

Cash segregated under federal or other regulations 45,201
Accounts receivable* 179,400
Wholesaler advances 4,370
Prepaid expenses 275,202
Net captial before haircuts on securities positions o 9,494 827

Haircut on securities:

Investments in money market funds (2% of $36,259,545"") 725,191
NET CAPITAL $ 8,769,636
TOTAL AGGREGATE DEBIT ITEMS . $ -
MINIMUM NET CAPITAL REQUIRED UNDER THE ALTERNATIVE METHOD:

Greater of 2% of aggregate debit items or $250,000 5 250,000
CAPITAL IN EXCESS OF MINIMUM REQUIREMENT $ 8,519,636
NET CAPITAL IN EXCESS OF 5% OF AGGREGATE DEBIT ITEMS OR $120,000 $ 8,649,636

* The Accounts receivable consists of $152,922 intercompany receivable and $26,478 non-intercompany
receivable at September 30, 2007.

** This amount includes the cash equivalents invested in money market funds and excludes the cash
balance of $1,002 at September 30, 2007.

There are no material differences between the amounts presented above and the amounts reported in the
Company’s unaudited FOCUS report as of September 30, 2007,

12




Schedule (h)

PLANCO FINANCIAL SERVICES, LLC
(A WHOLLY-OWNED SUBSIDIARY OF HARTFORD LIFE, INC.)

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
PURSUANT TO RULE 15¢3-3 UNDER THE SECURITIES EXCHANGE ACT OF 1934
SEPTEMBER 30, 2007

EXEMPTION UNDER SECTION (k)(2)(i) IS CLAIMED:
The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of 1934 (the

“Rule™), in that the Company’s activities are limited to those set forth in the conditions for exemption
appearing in paragraph (k)(2)(i) of the Rule.

13
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Fax: +1 215 569 2441
www.deloitte.com

November 27, 2007

Planco Financial Services, LLC
1500 Liberty Ridge Drive
Wayne, PA 19807

In planning and performing our audit of the consolidated financial statements of Planco Financial
Services, LLC (the “Company™) for the year ended September 30, 2007 (on which we issued our report
dated November 27, 2007), in accordance with auditing standards generally accepted in the United
States of America, we considered the Company’s internal control over financial reporting (internal
control) as a basis for designing our auditing procedures for the purpose of expressing an opinion on
the consolidated financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal controi. Accordingly, we do not express an opinion on the
effectiveness of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the "SEC"), we
have made a study of the practices and procedures followed by the Company, including consideration -
of control activities for safeguarding securities. This study included tests of compliance with such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in
making the periodic computations of aggregate indebtedness [or aggregate debits] and net capital
under Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-
3. We did not review the practices and procedures followed by the Company in making the quarterly
securities examinations, counts, verifications, and comparisons, and the recordation of differences
required by Rule 17a-13 or in complying with the requirements for prompt payment for securities
under Section 8 of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System, because the Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities,

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfifling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition, and that transactions
are executed in accordance with management's authorization and recorded properly to permit the
preparation of financial statements in conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.
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misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
contro! deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internat control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934, and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company's practices and
procedures, as described in the second paragraph of this report, were adequate at September 30, 2007,
to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of
1934 in their regulation of registered broker-dealers, and is not intended 1o be and should not be used
by anyone other than these specified parties.

Yours truly,

)M;ﬁdw LLP
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